
COVID-19, Oil Price Wars and the Stock Market Meltdown

Our last Topical Commentary was written on 28th February, looking at the rather delayed, but
sudden, stock market reaction to the global health threat of Coronavirus

In that we said:

“Shares may well get cheaper than they are now before they recover and predicting that is impossible since
it depends on unknown future news flow.

However, even if they do, we firmly believe that stock markets will, in time, recover their poise and go
above the levels they stood at before Coronavirus struck.

We don’t know when that stage will be reached, or if it is weeks, months or years away, but we doubt it is
years, unless this virus really does turn out to be far worse than currently seems at all likely.

Our conclusion from this is that investors should sit tight, remember their portfolios are designed for the
medium to long term and that stock market reactions like this are not uncommon, even though they are,
thankfully, the exception rather than the norm.”

Since then, the crisis has deepened and we are now at a point where the stock market reaction is
starting to challenge, or exceed, past records

This has not changed our overall view, but it does warrant more commentary, and we hope what we
say below will help at this very difficult time.

The table below shows how some main market indices had fallen from their recent highs at the point
we wrote our last commentary, and how they stand as we write this one:

Topical commentary

Index Country % fall (rounded)
28/2/20

% fall (rounded)
12/3/20

FTSE 100 UK 14 32

Euro Stox 500 Pan Europe 14 34

S&P 500 USA 13 26

Hang Seng Hong Kong 10 16

BSE Sensex India 9 22

Nikkei 225 Japan 12 23



In the few days following our last update, most markets rallied a little, supported by some
encouraging announcements from Governments around the world implying they would step in with
economic stimulus to help with the fallout the virus might create.  However, the rally petered out
very quickly and, since then, the trajectory has been predominantly in a downward direction.

The negative news flow driving the continued sell off has been centred on:

● the rapid expansion of cases in Italy, and the response to this

● the astonishing decision by Saudi Arabia to choose this time to launch an economic war over
oil prices, deliberately destabilising global economics when any ethical and rational thinking
would seem to suggest all governments everywhere should be striving for the opposite

● the indication that other European countries are following in the footsteps of Italy

● the US decision to ban inward travel from mainland Europe

● Profound doubts over the credibility and coherency of policy responses from some
governments.

The very encouraging news from China, where all this started, seems to have been largely ignored.
Perhaps this a typical example of the media’s preference to focus on bad news rather than good.

To justify this collapse in share values as sustainable, rather than a flash in the pan, it would be
necessary to conclude that the average profits from companies around the world will be knocked
down by more than 25% and there will be no recovery, but just the slow slog forward of normal
economic growth.

Is that possible, let alone probable?

Well, you would like to think it isn’t but what the speculators are concerned about is that there will
be knock on consequences which the world has to struggle with for years after the virus itself is a
distant memory.  Those consequences could only really come about in the presence of inappropriate
or incompetent policy responses from governments around the world.

When you look at the responses so far, you can understand the concerns, as many worry we have
seen too little too late, and the lack of consistency has raised alarming questions over which
strategies will work, and which fail.

The purpose of this paper is not to speculate on what governments should be doing or assess what
they are or are not doing. There will be time enough for that later, and plenty of people engaging
with the task.  The purpose here is to assess whether any adjustments to portfolios seem sensible, to
reflect the current crisis and any change this creates in future economic outlook.

With regard the first point, the current position, we firmly believe the best option is to sit tight.
Those selling now run a substantial risk of realising a loss they will not recover, while those sitting
tight will enjoy the recovery, assuming it comes along.

It seems almost impossible to make a plausible case for a scenario where the markets do not recover
but stay at these levels, or lower, for the longer term, so we feel making any decisions based on the
fear that they may not recover is extremely likely to prove an error, and possibly a very costly one.
Certainly, if the markets fall further then someone selling now and buying back lower could turn a
nice profit, but that is speculating and high risk, and not the activity we recommend to investors.

On the second point, strategic changes, it is, clearly, too early to assess what the actual impact of
Coronavirus will be, either in terms of the number of casualties, or the economic impact.



Some regions will be impacted worse than others, and a country like Italy, being affected as badly as
it has been, could find there are long term consequences unless global action is taken to come to its
rescue in terms of managing the costs it faces.  It’s nice to think that the world is a decent enough
place for such aid to be provided where needed, but only time will tell on that.

At this stage, we do not know enough to make any longer-term strategic changes to reflect whatever
economic impact Coronavirus turns out to have.  The probability, as it appears right now, is that
nearly all the economic consequences from Coronavirus will be reasonably short term. Most will
reflect measures taken to try to contain it, and in some areas, these could be severe, especially in
travel, leisure and tourism.

It seems hard to believe that those impacted will not be protected by government intervention or aid,
and would be a disgrace if they were not. Governments may have more debt to cope with at the end
of all this, but we are all used to that, and there is no reason for that to change the course of
economic history.

There is, of course, always a worst-case scenario, and that is usually a total disaster. The Large
Hadron Collider might have started a chain reaction which turned Earth into a Black Hole. The Mayan
Calendar might have meant the world ended on 21st December 2012.

If we ignore the doomsday scenario, though, on the basis that, if it happens, we will not be worrying
about what our shares are worth, we need to focus on more probable outcomes.

Right now, there is huge uncertainty about the final outcome, but it seems worth considering the
possibility that the experience in China will be replicated. There, the expansion of contagion has
tailed off much quicker than expected. Perhaps this will reverse, but the news so far does seem
encouraging.

Whatever does happen from here, in terms of the way the virus develops and the impact it has, any
outcome which isn’t the worst economic collapse in living memory, and beyond, should see stock
markets recover.  It does, therefore, seem highly likely that folk will look back at the price of shares
now and wonder how they could ever have been so cheap, and wish they had bought some.

On every past occasion in living memory when market have crashed, they have recovered. It seems
very hard to make any realistic case to suggest that this will not be the case this time. What we face
looks to be a short term and possibly very severe global health crisis, with plenty of unknowable
short term economic consequences, but none which can realistically be expected to last forever.

If the consequences do not last forever then, by definition, they will end, making permanently
cheaper shares seem an impossible outcome.  Clearly, what we can never know at any point during a
market fall is where the bottom will be, when it will be reached and how long it will take for a
recovery to come along.  For speculators taking short term positions, this can be a real problem. For
sensible medium to long term investors, able and willing to ride through the storm, it shouldn’t be.

Unless this health crisis is different to any we have seen in modern history, it will pass, and investors
will be able to rest easy again, knowing they were right to sit tight and remember market crashes
have always come along now and then, and have always resulted in a subsequent recovery.

As for the oil price war, shame on those involved. However, cheap oil is a good thing for many
anyway, so there are winners and losers. Regardless, of that the chances of oil staying at current
prices for long seems remote, so this, again, is a short term issue.

This, then, is our advice, just as it has been during all previous market crashes.  We cannot guarantee
that taking our advice will prove the best course of action, since we are always dealing with unknown
future events, but we feel history, and logic, are very much on our side with the stance we are taking.



Important notes

Any opinions expressed on the merits or disadvantages of any options are intended as a general
comment only and not as specific advice to the reader.

This document is intended as a supplement to full independent advice and not as a replacement for
it and should be read in conjunction with any personalised recommendations provided by Atkins
Bland Ltd and with any product brochures supplied.

The value of investments will fall as well as rise, as can any income produced.

Inflation can reduce the real value of capital and the income it generates

Past investment performance is not a reliable guide to the future

Any reference to taxation, regulation or legislation is based on our current understanding and
details should be checked before any reliance is placed upon its accuracy.

The impact of taxation and tax planning depends on individual circumstances and may be subject to
change, which can be retrospective.

Errors and omission excepted

Prepared by Atkins Bland - 12th March 2020

We only send our market commentaries by email, and only to clients of the firm who are using us
for ongoing investment advice and have provided us with an email address.

If you would rather we did not send these in future, just let us know

The value of investments and any income generated will fall as well as rise.
An investor may, therefore, get back less than the amount invested.
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